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Financial Highlights

Scientific-Atlanta, Inc. and Subsidiaries

(Dollars inThousands, Except Per Share Data) 2005 2004 2003
Sales $ 1,910,892 $ 1,708,004 $ 1,450,353
Net Earnings $ 210,7602 $ 218,001® $ 100,345@
Earnings Per Share™ $ 1.362 $ 1.419 $ 0.65'%
Stockholders’ Equity $ 1,980,360 $ 1,803,357 $ 1,481,241
Stockholders’ Equity Per Share $ 12.96 $ 11.76 $ 9.9

(1} Per share amounts are diluted earnings per share.

12) Includes a net after-tax charge of $22.2 million from the settlement of pending litigation and a cross-licensing agreement with Gemstar-TV Guide International, Inc. (Gemstar) and a pre-tax and
after-tax charge of $20.0 million from the accrual for a tentative settiement with the Securities and Exchange Commission {SEC). These items totaled to a net after-tax charge of $42.2 million,
or $0.27 per share.

- 131 Includes after-tax net gains of $7.2 milfion from the sale of certain marketable securities and investments in privately-held companies and @ $16.0 million reduction in the current tax provision
from a settlement with the Internal Revenue Service (IRS) related 10 amended income tax returns fifed for fiscal vears prior to fiscal year 2003. Also includes after-tax charges of $4.0 milfion
related 1o a purchase price adjustment on the sale of a satellite networks business to ViaSat, Inc. $1.5 million refated to mark-to-market adjustments of various marketable securities and invest-

— ments in privately-held companies; and $0.9 million related to various restructurings. These items totaled to a net after-tax increase to earnings of $18.9 million, or $0.11 per share.

{4) Includes after-tax charges of $13.1 million related to mark-to-market adjustments of various equity investments, $11.5 millian related to various restructurings, and $4.3 million from the termination
of a contract with a cable operator in Germany; and a net after-tax gain of $3.0 millian from the sale of various marketable securities. These items totaled to a net after-tax charge of $25.9 million,
or 80.17 per share

Note: Scientific-Atlanta’s fiscal year ends on the friday closest to June 30 of each year.

Sales Net Earnings Earnings Per Share Stockholders' Equity
{Dollars in Mitlions] (Dollars in Millions] {Oollars} (Oottars in Mitlions)
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Consumers drive our market opportunity.

There is no end in sight to technological change.

Service providers, in increasing numbers,
are competing for consumers.

Customers increasingly value our systems
integration services.

International markets reflect these same trends.
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To our shareholders,

Fiscal year 2005 was an excellent year for
Scientific-Atlanta. We grew our sales by 12 percent
to $1.91 billion.

Net income for fiscal year 2005 was $211 million or
$1.36 per share, including a charge for a settlement
with Gemstar and an accrual for a tentative settle-
ment with the Securities ang Exchange Commission,
which together had an aftertax effect of $42 million,
or $0.27 per share. This Compares with net income
of $218 million or $1.41 per share last fiscal year,
which included a gain on the sale of an equity
investment and a favorable income tax settlement
relating to certain fiscal years prior to fiscal year
2003.These gains were partially offset by a settlement
with ViaSat, inc. Together, these items contributed
$17 million to net income in fiscal year 2004,

or $0.11 per share.

Our results demonstrate that our strategy
is working well.

Digital video recorders (DVRs) have become very
popular with consumers, and according to Forrester
Research, over 28 million U.S. households are expected
to have DVRs by 2008.

In fiscal year 2005, our
shipments of DVRs grew to
1.9 million units, compared
to 1.1 million units last fiscal
vear and 386 thousand units
in fiscal year 2003, Increasing consumer demand
for high-definition {HD) television is reflected in our
product mix: more than half of the DVRs we shipped
in the fourth quarter of fiscal year 2005 were high-
definition units.

Increasingly, consumers around the world choose
Voice over Internet Protacol (VoIP) technology, which
offers significantly more features, often at g lower
price. Voice modems are NoOw our fastest growing
product line.

“We are wel] positioned
o serve healthy,
growing markets”

We shipped 815 thousand voice modems this year,
almost nine times the number we shipped last fiscal
year. Over 45 percent of our voice modem shipments
have been to customers outside the United States,
helping to drive international sales to $442 million,
the highest in eight years. We believe that we have
the innovative products and the resources in place to
continue to grow our international presence.

The Market for Network-Delivered Services

The United States market for entertainment,
information and communications products and
services is very large — approximately $628 billion

in 2005, or five percent of gross domestic product
{GDP). Around the world, markets for thege products
and services are substantial. The mode of delivery

in these markets s changing, as many of these
offerings migrate from physical delivery to network
delivery. Music, gaming and photography are obvious
examples.

The portion of this market that we serve s best
described as “network-delivered services.” In general,
these services don't involve the physical distribution
of consumable products.
Instead, services are provided
to consumers over optical and
electronic networks, During the
last 10 years, the delivery of
these services has undergone
tremendous change — from analog to high-definition
digital video Systems, from broadcast to on-demand
services, and from a single service to bundled
entertainment, information and communicatjong
services. We serve these markets indirectly by
providing the products and professional services that
allow our customers to deliver services to consumers.

Network-delivered services are growing rapidly in the
United States and around the world. Consumer interest
in on-demand television services, higher resolution
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video content, high-speed data and VoIP services is
strong. And, as technological change accelerates,
service providers that previously delivered one or two
services are now seeking to offer many services over a
single network. This trend is accelerating competition
among service providers and offers Scientific-Atlanta
increased opportunities.

Consumer Demand

Consumer demand drives the market for network-
delivered services. It also drives our business.

You can find a lot of evidence for this thesis at your
local consumer electronics store, where saies of
high-definition television products are reaching

an inflection point.

The Consumer Electronics Association estimates that
more than 16 million HD-ready televisions have been
sold to date, and another seven million are expected to
be sold by the end of this calendar year. We expect the
vast majority of these to be connected eventually to a
high-definition, multi-channel video service.

Consumer interest in high-definition television has
driven demand for our high-definition products. In
fiscal year 2005, we shipped 1.4 million high-definition
set-tops, an increase of 145 percent over last year.

In response to consumer demand for a whole-
house DVR solution, we introduced our Explorer®
8300™ Muiti-Room™ system this year. We expect to
introduce our MCP-100™ DVR, which includes a DVD
player and recorder, in fiscal year 2006.

Increasingly, our customers are bundling video,

data and voice offerings for a single monthly price.
Consumer response has been encouraging. We expect
that, over time, these services will become more
tightly integrated. For example, our customers are
exploring ways in which video can be available
through the cable modem and caller information

can be displayed on the television.

Consumers want more storage choices. Our new MCP- 100 DVR will
include a DVD player and recorder.

Chairman of the Board, President and
Chief Executive Officer, Jim McDonald

This consumer-driven demand is good for
Scientific-Atlanta because it gives network service
providers confidence to spend capital on improving
the capabilities of their networks. These network
enhancements can result in greater consumer
loyalty, higher monthly revenues, or ideally, both.

Rapid Technolagical Change

Markets for network-delivered services are
characterized by rapid technological change.
This technological change is evident in the
consumer services themselves; higher data
rates are improving both entertainment and
information services, and storage in both the
network and the set-top is having a profound
effect on the television watching habits of
millions of consumers.
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TO OUR SHAREHOLDERS

Service providers also are adopting new technologies
to improve the capacity, capabilities and operations of
their networks. Three examples of technological change
that benefit our business include digital compression,
network security and network architectures.

The MPEG-2 digital compression technology that was
introduced 10 years ago allowed service providers

to transmit 10 or more standard-definition (SD)
television channels in the same bandwidth that is used
to transmit only one analog channel. New advanced
digital video compression technologies, like MPEG-4
part 10/H.264 and VC-1, now allow as many as 20 SD
channels in that same bandwidth. This provides a great
opportunity for our customers to offer more services,
such as expanded high-definition programming, over
their networks.

We have built on the important role we played in
developing portions of the intellectual property for
the MPEG-2 video standards by taking a leadership
role in the implementation of advanced digital video
compression technology. We supply products that
incorporate these capabilities to both cable and
telephone companies.

Network security is at the heart of our customers’
business models: they provide entertainment services
to consumers in exchange for a fee. We help protect
valuable programming content with PowerKEY"
security technology, incorporated into more than

20 million Explorer digital set-tops. We are develop-
ing a more flexible security system that employs
PowerKEY security to accommodate a wider variety
of network devices. It will be downloadable over
the network to the set-top or any device the service
provider chooses. In July 2005 we demonstrated

a prototype of this capability for the Federal

Communications Commission.

Even the basic design, or architecture, of these
networks is changing. Over the entire history of
television, the predominant method of transmission
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has been broadcasting: a program is transmitted from
a single location, and all authorized subscribers at the
other end of the network (whether overthe-air, cable,
fiber or satellite) receive it. For a variety of reasons,
service providers are now working to implement
switched digital networks that deliver programs to only
those homes that request them. This benefits service
providers, who can free-up bhandwidth for other uses.
It also benefits consumers, who can get access to a
dramatically wider range of niche programming. We
are a leader in the migration to switched entertainment
networks, working with several network operators on
switching technologies.

These changes are good for us because we are
at the forefront of development and deployment of
these technologies.

Competition for Consumers

Today's consumers demand choices: they expect
combinations of video, data and voice

services at attractive prices, and
they want them now. To meet those
demands, service providers also
need choices — the types of
choices Scientific-Atlanta can
provide. Increasingly, our
customers rely on us to
help them take advantage
of consumer demand,
while improving their
competitive position.




One of our most significant achievements this year
was the announcement that SBC Communications,
Inc. (SBC) awarded us a multi-year contract with
an estimated value of up to $185 million to provide
IP-based video equipment, including advanced
encoders and systems integration services for
Project Lightspeed. Through this initiative, SBC
plans to deliver a variety of services, including
switched digital television. In addition, early in
fiscal year 2006, we were named as a supplier

of IP set-tops to SBC.

In data services, DSL
(digital subscriber ling)
offerings compete for
market share against
cable modem services.
Increasingly, voice service is joining video and
data as a third dimension of competition. Cable
operators worldwide are beginning to offer voice
services over their IP networks that compete with
traditional wireline telephone services.

This competition benefits us because each of
these network operators is motivated to enhance
its network to provide the services consumers
demand. These network enhancements require
considerable investment. The evidence from the
past year is clear: service providers in the United
States and abroad are spending more money on
capital equipment. In many cases, it is the kind of
equipment we sell.

Our Sustainable Competitive Advantage

Scientific-Atlanta’s competitive advantage in the
market for network-delivered services is built
upon our technological expertise and customer
relationships. Our advantage also is related to
the breadth of our ability to deliver, maintain
and extend end-to-end networks. Increasingly,
customers in diverse markets are turning to

“We are confident in our ability
to meet the opportunities and
challenges of the year ahead.”

Scientific-Atlanta, not just for the products we sell,
but for our expertise in the creation of end-to-end
networks that deliver value to consumers by
delivering value to the service providers.

QOur capabilities reflect the depth and breadth of

our employees’ talent. We ended the year with over
1,400 engineers, more than a quarter of whom have
advanced degrees. Many of our employees have been
with us for years and have invested their careers in
video technology and,
more recently, data and
voice communications.
Scientific-Atlanta’s
technical capability is
complemented by almost
5,000 highly capable
manufacturing and logistics employees in Juarez,
Mexico; Kortrijk, Belgium; and other locations

around the world. The value of our people cannot

be overstated.

Summary

We are well positioned to serve healthy, growing
markets. Our end-to-end product and service
capabilities are increasingly in demand by
customers around the globe. And, we have
diversified our customer base to include telephone
companies. Qur results in fiscal year 2005 reflect

the success of our strategy, and we are confident

in our ability to meet the opportunities and challenges
of the year ahead.

}m e Danald

Jim McDonald
Chairman of the Board,
President and Chief Executive Officer
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CONSUMER-DRIVEN MARKET

't's a consumer-driven market.
That's great for our customers.

Consumers are in control. We now can watch TV on TV sets in US HH (mil )
our own terms. No more broadcast schedules —

we watch our favorite programs when we want. 350 3
We hit the pause button when we need to. And we're 0 SR
now accustomed to picture quality that few could | SRR ey
) o . I B e
imagine just a short time ago. 20 e '
- - .. ] 200 R
High-definition TV changes everything.

High-definition (HD) television is now widely

available, and consumers love it. The Consumer 100 Sets
Electronics Association estimates that more than
- - 80 bl
16 million HD-ready televisions have been sold.
We estimate that approximately seven million more 3. IR 2 ;
. . 2232323 ERESRINNNE RN
will be sold across the United States by the end TE8E=2REEFESRRESZS5s 3

of calendar year 2005. In the next couple of years, it's
likely that most newTVs sold in the U.S. will be opportunities to sell new HD set-tops to replace

HD sets. International markets are beginning to adopt
high-definition, too.

A dramatic increase in HDTV sales will help create

standard-definition models.
Source: Kagan Research and company estimates.

Michael P. Harney

—
Senior Vice President, 4N .
President, Subscriber /k"’
Networks &.ﬁ - \

“Compare the popularity of cell \
phones, PDAs and portable
music players with the situation
just five years ago. It’s easy to see
how the consumer’s appetite for
personalized and on-demand access
to digital content has grown and is
also fundamentally driving the future
of our marketplace.”

H. Allen Ecker
Executive Vice President

“Consumers enjoy the convenience
of receiving video, high-speed data and
voice services from a single supplier.
Service providers have started to
compete for this business using our
standard-definition and high-definition
set-tops, cable modems and viden
delivery expertise
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For Scientific-Atlanta, high-definition is a significant
opportunity. According to our estimates, only six

or seven million HD televisions have been connected
to a high-definition service through either cable

or satellite. Over time, we expect the vast majority
of these televisions {and the millions of new HDTVs
sold every year) to be connected to an HD service
provider. That means we have the opportunity

to sell new HD set-tops to replace older standard-
definition digital set-tops.

Adoption of HD video also means that service
providers need more bandwidth to offer increasing
numbers of high-definition channels. We provide
transmission products to cable operators and
telephone companies that help them keep up with
the demand for bandwidth that these services drive.

On-demand television is a hit with consumers.

The convenience and ease of use of the digital
video recorder, or DVR, make it the new “must
have” accessory in home entertainment systems.

The stop/pause/rewind/play my recorded show/obey

my every command ca pability of these devices
is the new standard. Time Warner Cable has fed
the cable industry in DVR deployment, with
more than 20 percent of digital subscribers
already enjoying the convenience and ease
of use of DVR service.

We like DVR because it gives service providers a great
opportunity to delight consumers while generating
more revenue. Our sales of DVRs have grown rapidly
in the last two years.

This year, we introduced our Multi-Room™ DVR, which
allows programming recorded in one room to be
viewed throughout the home. In the coming year, we
expect to introduce a DVR with a built-in DVD player
and recorder. Because consumers want more.

Video-on-demand services also are growing rapidly
in popularity. Comcast regularly offers 3600 content
titles on their systems. How much do consumers like
it? In June, Comcast subscribers viewed on-demand
content 112 million times, and Comcast reported that
they were on track to reach one billion on-demand
views in calendar year 2005.

A consumer-driven market is good for Scientific-
Atlanta. We lead with innovative products that allow
our customers — the service providers — to meet the

needs of consumers.

to give consumers what they

Our DVR with DVD read/write will
give operators the opportunity

want — more storage options for
creating personal video libraries.

IV NIAIHA-HIWNSNOD




RAPID TECHNOLOGICAL CHANGE
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Our new Digizal Content
Marager and advanced
encoders wiil take video
processing capabiities 1o a
new level as service providers
migrate to all-digital nenwvorks

Dwight B. Duke :
Senior Vice President, President, ¥
Transmission Network Systems

“The introduction of advanced digital
video compression technologies is the
genesis for helping service providers

deliver more video content through
their access networks.”




Technology must keep up with

consumer demand.

New services mean new technology — in the home
and in the network. We do both.

The demand for high-definition television and
on-demand services, along with high-speed data
and Voice over Internet Protocol (VolP), is driving
technological change. This is a trend for which
we see no end.

Encoding technology is changing rapidly.

Encoding divides the television picture into small
pieces of information and compresses it so the
image can be sent efficiently over a network. Ten
years ago, Scientific-Atlanta established itself as a
leader in encoding technologies when we helped to
introduce MPEG-2 video standards, which allowed
the transmission of 10 standard-definition {SD) digital
television channels in the bandwidth of a single
analog channel. Now, MPEG-4 part 10/H.264 and
VC-1 compression allow the transmission of as many
as 20 SD digital channeis in the same bandwidth
with equivalent video quality. These advanced digital
compression technologies also can enable network
operators to respond to consumer demand for more
high-definition programming.

Scientific-Atlanta is a leader in new encoding
technologies.

For cable operators and telephone companies

alike, these new technologies come none-too-soon.
They can allow operators to offer more channels

of standard-definition or high-definition television,
or they can free up bandwidth for other applications,
like high-speed data or telephone service. These
technologies are critical to the network we are
helping to build for SBC Communications, Inc. (SBC).

Over time, new set-tops with advanced encoding
technologies may replace some of the tens of millions
of MPEG-2 set-tops currently in use.

Switched digital video represents another
dramatic change to video architecture.

The drivers behind this shift toward switched digital
video are twofold. Telephone companies face bandwidth
limitations on their twisted-pair access networks, yet
switching enables them to offer a competitive set of
content and services. Cable companies want to offer
segmented content — foreign language programming
and out-of-region college sports are two examples —
and switching can offset the resulting increase in
demand for bandwidth. We believe that we have the
expertise to help both customer sets offer new services
based on this approach.

We expect that storage will cantinue to create new
opportunities. Disk storage in the network makes
video-on-demand possible; a DVR relies on disk
storage in the set-top. By incorporating a DVD player
and recorder in our next-generation product, we enable
archival storage — for the video content that you want
to keep virtually forever. That same technology
introduces the possibility for mobility, in which the
DVD might be played just about anywhere.

Technology continues to proVide opportunities

for a more personalized entertainment experience.
Our innovative products turn these opportunities
into reality.

Advanced encoders will

help deliver twice the
programming of previous-
generation technology

to maximize the delivery
capability of existing bandwidth.

10 Digital Channels
{MPEG-2 Compression)

20 Digita} Channels
{MPEG-4 Compression)

4 Analog Channel
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SERVICES STIMULATE COMPETITION

Services stimulate competition.
Competition is good for consumers.

Consumers have choices. DSL or cable modem.
TV service from cable, a satellite provider or, in
the near future, a telephone company. As a result,
service providers are investing more money to
compete for consumers. We sell products that can
be customized by a variety of network operators
to help them to compete for subscribers.

The increasing control consumers have
results from increasing competition.

Ten years ago, digital technology stimulated
competition for multi-channel video service.
Until that time, allTV was analog, which could
not be efficiently transmitted over satellite.
Digital compression enabled satellite broadcasters
to offer 10 times as many channels as they could
before, while reducing the satellite antenna to
the size of a pizza. The resulting competition

for subscribers has benefited consumers by
accelerating the introduction of new services
like digital video recorders, video-on-demand
and high-definition television.

Today, new technologies are enabling telephone
companies to enter the television market. Next-
generation DSL technotogies, coupled with new
compression and switching capabilities, are being
combined to build IP television systems for several
major service providers.

We're helping SBC, one of the regional Bell
operating companies, build the largest U.S. IPTV
network to date. Other telephone companies are
deploying optical fiber all the way to consumers’
homes. All of these networks, when completed, are
expected to deliver even more options to consumers.

In many cities, consumers now have a choice of
local telephone service providers. A new generation
of cable modems allows cable operators to offer
phone service. In its first year of availability from
cable operators, VolP service has been adopted by
more than a million subscribers around the world,
and the pace of adoption is accelerating. In fiscal
year 2005, voice modems were our fastest growing
product line.
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Consumers want bundled services.

Increasingly, consumers are choosing “bundled”
services — some combination of video, data and
voice. Cox Communications has indicated that
almost half of their six million customers subscribe
to more than one service.

Ultimately, we believe that today’s video, voice
and data services will become entertainment,
communications and information services.

The possibilities are already emerging, including
video-rich websites, video phones, and the
convergence of television programming and
interactive information services.

Scientific-Atlanta leads with innovative products
that provide more choices for consumers.

A new generation of extremely
erful, cost-effective IP set-tops
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SEAMLESS NETWORK INTEGRATION

An enc-to-end video system is very complex.

YWe tackle the complexity
SO QUr customers don't have to.

Consumer demand is driving service providers to
introduce new, differentiated services. And, for our
customers, time to market is becoming increasingly
critical. Delivery of these new services is requiring

increasingly complex and highly integrated systems.

We deliver working systems to customers with
a variety of business models arcund the worid.

Our ability to deliver, maintain and extend these
working systems is a huge competitive advantage.
More and more, customers in diverse markets are

turning to Scientific-Atlanta not only for the products

we sell, but also for the professional services that
turn products — ours and others’ — into end-to-end
networks.

Here are two recent examples:

o Telewest Broadband, the second largest cable
operator in the United Kingdom, announced this
year that they will launch a DVR service using our
new Explorer 8300DVB™ DVR set-top. Although a
number of software and network components will
be supplied by other companies, Scientific-Atlanta
was selected to lead the system design and
integration process because the customer
recognized our extensive interactive video
experience and innovation.

J. Lawrence Bradner

Senior Vice President,
President, SciCare Broadband
Services

“Clearly, the advancement of
technology is a key competitive
differentiator for our customers,
and our ability to integrate,
deploy and maintain these
advancements with a high leve!
of quality and reliability is what
sets Scientific-Atlanta apart”

o Scientific-Atlanta signed a multi-year agreement
with SBC to design, build and activate the IP Video
Super Hub Offices, IP Video Hub Offices and an
IP Video Operations Center for its Project
Lightspeed network. This advanced network will
be able to deliver video, voice and data services
to 18 million households in the SBC 13-state
service area. Scientific-Atlanta’s extensive
experience with video networks enables us to
provide SBC with comprehensive, proven system
design and integration services.

Systems integration and services are capabilities
that are built on people and experience. At Scientific-
Atlanta, we have both.

Robert C. Mclntyre
Senior Vice President
and Chief Technical Officer

“Development of switched digital
architectures demonstrates the
importance of our in-depth under-
standing of how the entire network

site to the consumer’s home — to

create opportunities for the successful

launch of next-generation services.”
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GLOBAL SYSTEMS SOLUTIONS

It's not enough tc design a system
compatible with local standards.

Systems must be compatible with local people. -

Demand for network-delivered services around the
world is driving Scientific Atlanta’s business. Our
innovative products, end-to-end systems expertise
and ability to provide support to customers are valued
abroad as much as they are in the United States.

Television Programming

We support television prograrmmers around the
world. This year, Turner Broadcasting System (TBS)
International, Inc. selected a Scientific-Atlanta
MPEG-2 digital encoding platform to replace its
existing digital equipment for distribution of Turner
programming in Europe.The Golf Channel installed
a new digital content distribution system, including
encoders, receivers, conditional access, and
network management and control, to deliver digital
programming to North America, Asia and Europe.

Multi-channel Television Service

Scientific-Atlanta’s digital video recorder technology
will be used to launch Telewest Broadband's DVR
service in the United Kingdom in 2005 using our

new Explorer 8300DVB set-top. Scientific-Atlanta’s
technology leadership and flexibility to adapt to the
specific requirements of the United Kingdom market
were key factors in our selection as the exclusive DVR
supplier to Telewest Broadband for a two-year period.

Broadcast Television

By listening to our customers and understanding
the new applications they plan to deploy in their
networks, we continue to introduce best-in-class
products. Our growth in the broadcast market

- — "k | Patrick M. Tylka

_

Senior Vice Prasident,

(\
7ol
{ President, Worldwide Sales

continues to be driven by DVB-T (Digital Video
Broadcast-Terrestrial standard) deployments as
governments across Europe and Asia mandate
the switch-off of analog signals to complete a
migration to all-digital service.

DVB-T deployments have been especially

popular with broadcasters in Europe. ltalian

public broadcaster RAl is using our DVB-T digita!
transport platform to distribute its DTH (Direct to
Home) European satellite programs and national
digital terrestrial programming. One of the largest
German public broadcasters, Bayerischer Rundfunk,
is using a Scientific-Atlanta DVB-T platform for its
shift from analog to digital program distribution

in Bavaria. In addition to encoding, decoding and
multiplexing equipment, Bayerischer Rundfunk also
deployed the ROSA™ Network Management and
Element Management systems.

Telephone Service

Our voice products are meeting with success around
the world. In recent quarters, more than 40 percent
of our shipments of voice modems have been soid to
customers in Europe.

Our strategy for success around the world is built on
local presence. Sales, marketing and, in many areas,
engineering teams customize products and services
to the needs of customers in the region. Our strategy
is working; we ended the fiscal year with the highest
quarterly international sales in the company’s history.

“We're experigncing growing interest in DVR
| and Voice over IP products in international

| markets, along with higher levels of

! attention to switched digital video, creating
an opportunity-rich environment for
Scientific-Atlanta products and expertise.”
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As more operators began to launch
voice service to complement video
and high-speed data services, voice
modems became our fastest growing
product line in fiscal year 2005.
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PROVEN INNOVATIONS

im Fiscal

we delivered results through
consistent execution day-in
and day-out, all around the worlad. . .

We've built a disciplined organization that takes the year with a best-in-class performance of
nothing for granted. This is critical to our customers, 11 inventory turns. And, we continue to generate
who build their businesses on our capabilities. significant cash flow.

They require continual improvement in performance,
and they demand competitive prices. We deliver
through attention to detail in product development,

We bring our disciplined approach to the support

of the communities in which we operate. From
fundraising leadership in Atlanta for cancer research
to funding school programs in Juarez, Mexico, our
employees give back to their communities.

procurement, manufacturing, customer service and
every other function of our business.

Our discipline extends to our management of
the company's assets. In a year of higher sales,
we improved our inventory management, ending

Wailace G. Haislip
Senior Vice President,
Finance and Operations

§ “Our success is built on three fundamentals — our
business strategy, a highly disciplined approach
to every area of our operations and an incredibly
talented group of people who create new
opportunities for our customers through the
solutions we deliver.”

Julian W. Eidson
Senior Vice President,
Chief Financial Officer and Treasurer

“We strive to be disciplined throughout our business
to ensure that each process produces accurate,
repeatable results. This year, through our focus on
achieving Sarbanes-Oxley compliance, we have
made good processes even better.”
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Statistical Summary

{Dollars inThousands, Except Per Share Data) 2005 2004 2003 2002 2001

Sales $ 1,910,882 $ 1,708,004 $ 1,450,353 $ 1,671,117 $ 2,512,016
Net Earnings $ 210,760 $ 218,001 $ 100,345 $ 104,384% § 333,674
Earnings Per Share $ 136" § 1412 ¢ 0.65% § 0.66% $ 1.99%
Cash Dividends Paid Per Share $ 004 § 0.04 $ 0.04 $ 0.04 $ 0.04
Working Capital $ 1,596,807 $ 1,402,010 $ 1,050,007 $ 990,741 $ 1,154,611
Total Assets $ 2,589,833 $ 2,269,627 $ 1,918,629 $ 1,914,627 $ 2,002,828
Stockholders’ Equity $ 1,980,960 $ 1,803,357 $ 1,481,241 $ 1,436,791 $ 1,508,939
Gross Margin % of Sales 37.4% 37.2% 34.7% 35.0% 31.6%
Return on Sales 11.0% 12.8% 6.9% 6.2% 13.3%
Return on Average Stockholders’ Equity 11.1% 13.2% 7.0% 7.3% 24.9%
Effective Tax Rate ‘ 34.7% 29.3% 34.0% 34.1% 34.6%

(1) Includes a net after-tax charge of $22.2 miltion from the settlement of pending litigation and a cross-licensing agreement with Gemster and a pre-tax and after-tax charge of
$20.0 million from the accrual for a tentative settlement with the SEC. These items totaled to a net after-tax charge of $42.2 millian, or $0.27 per share

{2) Includes after-tax net gains of $7.2 mitlion from the sale of certain marketable securities and investmants in privately-held companies and a $18.0 miltion reduction in the current
tax provision related to a settlement with the IRS related to amended income tax returns filed for fiscal years prior to fiscal year 2003, Alsg includes after-tax charges of $4.0 million
related ta a purchase price adjustment on the sale of a satellite networks husingss to ViaSat, Inc.; $1.5 million refated to mark-to-market adjustments of various marketable
securities and investments in privately-held companies; and $0.9 million related to various restructurings. These items totaled to a net after-tax increase to earnings of $16.8 million,
or $0.11 per share

{3} Includes after-tax charges of $13.1 million related to mark-to-market adjustments of various equity investments, $11.5 million related to various restructurings, and $4.3 million from
the termination of a contract with a cable operatar in Germany, and a net after-tax gain of $3.0 million from the sale of various marketable securities. These items totaled to a net
after-tax charge of $25.9 million, or $0.17 per share.

{4} Includes after-tax bad debt expense of $55.2 million related to the write-off of accounts receivable from Adelphia; after-tax charges of $18.6 million and $1.4 miltion refated to
restructurings and the mark-to-market adjustments of various investmants, respectively; and an after-tax gain of $4.5 million from insurance proceeds. These items tataled to a net
after-tax charge of $70.7 million, or $0.45 per share.

(5} Includes after-tax gains of $49.5 million from the sale of a portion of our investments in Boakham Technology ple and Wink Communications, Inc. and an after-tax charge of
$7.1 million related to a tender for shares held by minarity shareholders of a majority-owned subsidiary, PowerTV®. These items totaled to a net after-tax gain of $42.4 million,
or $0.25 per share

Note: Scientific-Atlanta’s fiscal year ends on the Friday closest to June 30 of each vear. Earnings per share are diluted eamings per share.
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Condensed Consolidated Statements of

Financial Position

(inThousands) 2005 2004
Assets
Current Assets
Cash and Cash Equivalents $ 475,523 $ 285,106
Short-Term Investments 1,046,091 1,012,510
Receivables, Net 243,509 219,172
Inventories 129,070 129,930
Income Taxes Receivable 3,556 18,903
Deferred Income Taxes 31,381 23,657
Other Current Assets 28,560 18,434
Total Current Assets 1,957,696 1,707,712
Property, Plant and Equipment, Net 213,538 184,584
Goodwill 217,938 235,209
Other Assets 200,661 142,122
Total Assets $ 2,589,833 $ 2,269,627
Liabilities and Stockholders’ Equity
Current Liabilities $ 360,789 $ 305,702
Long-Term Debt, Less Current Maturities 6.240 7698
Other Liabilities 241,844 152,870
Stockholders’ Equity 1,980,960 1,803,357
Total Liabilities and Stockholders’ Equity $ 2,589,833 $ 2,269,627

Financial Position Highlights

Scientific-Atlanta had stockholders” equity of $2.0 billion and cash and short-term
investments of $1.5 billion at July 1, 2005. The current ratio at July 1, 2005 was 5.4:1.

Cash and short-term investments were $1.5 billion at July 1, 2005, up from

$1.3 billion at July 2, 2004 driven primarily by continued strong earnings; the receipt
of income tax refunds related to returns filed for fiscal years prior to fiscal year 2003;
“and increases in accounts payable and accrued liabilities. During fiscal year 2005,
we purchasad 1.8 million shares of our stock for $50.7 million. No such purchases
were made in fiscal year 2004.

Receivables were $243 5 million at year-end, up $24.3 million fram the prior year.
Average days sales outstanding were 44 days in fiscal year 2005, as compared to
45 days in the prior year. The year-over-year improvement in average days sales
outstanding was due in part to the improved collections in fiscal year 2005 as
compared to fiscal year 2004.

Inventory was $123.1 million at July 1, 2005, down slightly from the pricr year.
Inventory turnover improved to 9.3 turns in fiscal year 2005 from 8.4 turns in the priar
year. The improvement in inventory turns was due primarily to increased sales and our
continued focus on working capital management.

Income taxes receivahle of $18.9 million at July 2, 2004 related to a settiement
with the 1RS from amended income tax returns we filed for fiscal years prior to
fiscal year 2003. These refunds were received in fiscal year 2005.

Other assets of $200.7 million at July 1, 2005 included a receivable from Gemstar
related to the settlement and cross-licensing agreements, capitalized software

Current liabilities include accounts payable, deferred revenue, accruals for
compensation, warranty, settlements and various other miscellaneous items and income
taxes payable. The year-aver-year increase was related to accruals for the settiement
and cross-licensing agreements with Gemstar and the tentative settlement with the SEC.

Debt consists of mortgages we assumed as the result of the acquisition of BarcoNet NY
in fiscal year 2002.

Other liabilities of $241.8 mitiion at July 1, 2005 were comprised of deferred
compensation, an accrual related to the settiement and cross-licensing agreements
with Gemstar, retirement and postretirement benefit plans, warranty abligations in
excess of one year, deferred revenue and other miscellaneous accruals. The year-over-
year increase was due primarily to the accrual related to the Gemstar agreements we
recorded in fiscal year 2005.

Stockholders’ equity was $2.0 billion at July 1, 2005, up 80.2 billion from the end of
the prior year. Net earnings of $210.8 miltion and an increase of $33.1 mitlion of equity
from the issuance of comman stock pursuant to employee benefit and other stock-based
compensation plans were partially offset by the repurchase of 1.8 million shares of

our common stack for $50.7 million; a decline of $9.4 million of accumulated other
comprehensive income, primarity from unrealized losses on foreign currency translation;
and dividend payments of $6.1 million.

development casts, cash surrender value of company-owned life insurance, non-current
deferred income taxes and various prepaid expenses. The year-over-year increase was
dug primarily ta the receivabls we recorded from Gemstar in fiscal year 2005.
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Condensed Consolidated Statements of

Earnings

{InThousands, Except Per Share Data)

Sales

Cost of Sales

Sales and Administrative Expense
Research and Development Expense
Settlement Expenses, Net
Restructuring Expense {income)
Interest Expense

Interest Income

Other (Income) Expense, Net

Earnings Before Income Taxes

Provision for Income Taxes

Net Earnings

Diluted Earnings Per Share

2005 2004 2003
$ 1,910,892 $ 1,708,004 $ 1,450,353
1,195,667 1,073,202 947,581
203,125 199,151 191,837
163,543 149,233 146,596
53,333 - -
(291) 1,325 17446
761 778 866
(30,583) (16,785) (22,731)
2,430 (7.233) 16,660
1,587,985 1,399,671 1,298,255
322,907 308,333 152,098
112,147 90,332 51,753
$ 210,760 $ 218,001 $ 100,345
$ 1.36 $ 1.41 $ 0.65

Earnings Highlights

Sales of $1.9 billion in fiscal year 2005 increased 12 percent over the prior year. The
year-over-year increase was due to an increase in the number of digital set-tops and
cahle modems shipped which was partially offset by a dectine in the shipments of
transmission products

Subscriber praduct sales of $1.4 billion in fiscal year 2005 increased by 18 percent from
the prior year. During fiscal year 2005, we shipped a total of 4.2 millian Explorer digital
set-tops, up from 3.9 milfion shipped in the prior year. The growth in digital set-top ship-
ments was led by an increase in the number of Explorer 8000™ digital set-tops shipped
to 1.8 million units, including 906 thousand Explorer 8000 high-definition set-tops, up
from 1.1 million units shipped during fiscal year 2004. The Explorer 8000 set-tops contain
integrated hard drives and a single user interface for digital video recording capabilities
In addition, during fiscal year 2005, we shipped a total of 528 thausand non-OVR high-
definition set-tops, up from 438 thousand shipped during fiscal year 2004, The Explorer
8000 set-tap, in addition to high-definition set-top models, sells for a significantly higher
average selling price than the average selling price for aur earlier generation set-tap
models. The shift to a higher mix of Explorer 8000 and high-definition set-tops during
fiscal year 2005 more than offset the price declines of our earlier generation set-top
models. As a result, the combined average selling prices of all digital set-tops increased
by mare than 6 percent over fiscal year 2004, which also contributed to the increase in
subscriber product sales

Sales of cable modems totaled 2.4 million units, an increase from 1.3 million units
shipped the previous year. Of the total 2.4 million units shipped during fiscal year 20085,
815 thousand units were voice modems (VolP), an increase from 92 thousand units
shipped last fiscal year

Sales of transmission praducts tataled $462.5 million in fiscal vear 2005, a dacline of
4 percent compared to fiscal year 2004. A reduction in the sales of access network and
headend products was the major source of the decline relative to fast year,

International sales were $442 4 million in fiscal year 2009, a 28 percent increase from
the prior fiscal year. Increases in digital set-top, cable modam, and transmission praduct
shipments each contributed to the growth in international sales. Sales inta the Eurapean
region, Latin American region, and Canada were partially offset by a decling in sales into
the Asia Pacific region

Cost of sales, as a percent of sales, declined 0.2 percentage points in fiscal year 2009
fram fiscal vear 2004. The leverage associated with a 12 percent increase in sales,
coupled with the continued benefits of cast reductions through product redesign, the
increased effectiveness of procurernent, and improved manufacturing efficiencies,

more than offset the negative impact of declines in the average selling prices of set-top
models and the increase in the sales of cable madem products, which have a lower gross
margin than aur company average.

Sales and administrative expenses were $203.1 million in fiscal year 2005,

up $4.0 mitlion over the preceding year. The year-over-year increase was primarily
due to higher incentive accruals on performance-based plans related to our improved
profitability and higher professional fees.

Research and development expenses were $163.5 million in fiscal year 2005,

up approximately 10 percent from fiscal year 2004. Research and development expenses
increased year-over-year primarily due ta incremental hiring of engineers and the
execution of several key technology license agreements related to new set-top designs.
The year-over-year increase was offset partially by the higher capitalization of software
development costs in fiscal year 2005 as compared to the prior year. During fiscal

year 2005, we capitalized $21.6 million of software development costs, compared to
$17.5 million in fiscal year 2004. The year-over-year increase in the capitalization of
software development costs was driven primarily by increased costs associated with
the development of our new media center products, including the costs of several
technology license agreements; praduct enhancements for customers; and products

for expansion into new markets. The new media center products will combine all the
features of our current Explarer 8300™ platform, including a multi-tuner DVR, aptional
high-definition OVR, DOCSIS and Multi-Roam DVR capability, with a built in DVD player
and recorder. Research and development efforts cantinue to focus on advanced models
of digital set-tops, network software snhancements and upgrades, data products and
fransmissian products

Settlement expenses, net of $53.3 million related 1o a settlement with Gemstar

and a tentative settlement with the SEC. in the fourth quarter of fiscal year 2005, we
finalized agreements with Gemstar regarding the settlement of pending litigatien and a
cross-licensing agreement. We also entered into a porting agreement under which we
will assist Gemstar to port its interactive program guide (IPG} onta our Explorer set-tap
nlatform. Under these agreements, which have a term of up to nine and-a-half years, we
will pay Gemstar aporoximately $154.4 million and Gemstar wili pay us approximately
$89.4 million. During the fourth quarter of fiscal year 2005, we recorded a charge of
$33.3 million related to the settlement. The amount of the charge was based on the
values assigned to certain set-tops shipped prior to the effective date of the agrsement,
July 4, 2005, and an estimate of future set-top shipments.

We previously reported on investigations by the SEC and the U.S. Department of Justice
{DGJ) concerning our 2000 and 2001 marketing suppart agreements with Adelphia and
Charter and the manner in which Adelphia and Charter accounted for these transactions
We recorded a $20.0 million reserve in the fourth quarter based on discussians with the
staff of the SEC regarding a tentative settlement of its investigation. This reserve had a
§20.0 million pre-tax and atter-tax impact on earnings. We continue to cooperate with
the DOJ with respect to its investigation.

Restructuring expense (income) related to worldwide headcount reductions in
response 1o business declines and the consolidation of all of our Atlanta, Georgia manu-
facturing operations into our Juarez, Mexico facility initiated in fiscal year 2002.

Other (income) expense of $2.4 million for fiscal year 2005 included $4.5 million from
losses on the other-than-temporary decling in the fair value of investments in grivately-
held companies. Other {incame] expense also included losses an shart-term investments,
gains from the increase in the cash surrender value of life insurance, a gain from the
reversal of a reserve following a favorable court ruling, partnership incame, foreign
exchange lasses, and various other items, none of which was individuatly significant.
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Condensed Consolidated Statements of

Cash Flows

(InThousands)

Net Earnings

Adjustments to Net Earnings”

Changes in Operating Assets and Liabifities
Cash Provided by Operating Activities

Cash Used in investing Activities

Cash Provided by {Used in) Financing Activities
Increase in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

2005 2004 2003
210,760 $ 218,007 $ 100,345
76,149 100,303 95,688
62,705 5,116 165,419
349,614 323,420 361,452
(119,028} {289,658) (183,621)
(40,163} 55,407 {(103,647)
190,423 88,169 74,184
285,106 195,937 121,753
475529 $ 285,106 $ 195,937

Cash Flow Highlights

The Condensed Consolidated Statements of Cash Fows summarize Scientific-Atlanta’s
main sources and uses of cash. These flows of cash provided or used are summarized by

our aperating, investing and financing activities.

Cash provided by operating activities was $343.6 million in fiscal year 2005,

Cash used in tinancing activities of 340.2 million in fiscal year 2005 included
$50.7 million used to repurchase 1.8 million of our shares of our common stock
pursuant to a stock buyback program and dividend payments of $8.7 million. In addition,

option plans and the employee stock purchase plan.

we generated $17.9 million from the issuance of common stock pursuant to stock

(1} Primarily depreciation, amortization and stock compensation related to stock benefit

$26.2 million more than the prior year. The year-over-year increase was driven primarily

by the net accruals of $53.3 million far the Gemstar and SEC settlements discussed
earlier. The increase in these accruals was offset partially by increases in receivables

and ather assets of $24.3 million and $22.6 million, respectively.

Cash used in investing activities of $113.0 million in fiscal year 2005 included

$75.6 mitlion for capital expenditures, including the cash payment of $36.0 million for
the purchase of buildings we had previously leased at our office site in Gwinnett County,
Geargia, and net additional purchases of short-term investments aof $43.9 milfion.

plans in fiscal years 2005, 2004 and 2003, other-than-temparary declings in the
market value of marketable securities and investments in privately-held companies
in fiscal year 2003, and net gains on marketable securities, investments in privately
held companies and warrants in fiscal years 2004 and 2003.

Note: The Condensed Consolidated Statements of Financial Position, Earnings
and Cash Flows are derived from the audited financial statements. The complete

audited financial statements and related notes are included in the fiscal ysar

2005 Form 10-K. To obtain a copy of the Form 10-K, please refer to the instruc-
tions for Shareholder and Compliance Information inside the back cover of this
Annual Report.
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PARTI
In this Form 10-K, the words “Scientific-Atlanta,” “we,” “our,” “ours,” and “us” refer to

Scientific-Atlanta, Inc. and its subsidiaries. For your reference, we have included a glossary of technical terms in
Exhibit 99.2.

" Qur fiscal vear ends on the Friday closest to June 30 of each year. Fiscal years 2005 and 2003
consisted of fifty-two weeks; fiscal year 2004 included fifty-three weeks. The references to fiscal year by date
refer to our fiscal year ending in that particular calendar year; for example, fiscal year 2003 refers to our fiscal
vear ended June 27, 2003, fiscal year 2004 refers to our fiscal year ended July 2, 2004, and fiscal year 2005
refers to our fiscal year ended July 1, 2005.

This Form 10-K includes ‘“forward-looking statements.” The words “may,” “will,” “should,”
“could, continue,” “future,” “potential,” “believe,” “expect, anticipate,” “project,” “plan,” “intend,”
“seek,” “estimate,” “predict,” and similar expressions identify forward-looking statements. We caution
investors that any forward-looking statements made by us are not guarantees of future performance and that a
variety of factors, including those discussed below, could cause our actual results and experience to differ
materially from the anticipated results or other expectations expressed in our forward-looking statements. Please
see Exhibit 99.1 to this Form 10-K for detailed information about the uncertainties and other factors that may
cause actual results to materially differ from the views stated in such forward-looking statements.

EI TS o«

Ttem 1. Business
General

Established as a Georgia corporation in 1951, Scientific-Atlanta, Inc. has evolved from a
manufacturer of electronic test equipment for antennas and electronics to one of the leading providers of
end-to-end networks used by content originators and broadband service providers, as well as a provider of
worldwide customer service, integration and support for the broadband networks industry. We operate in one
reportable segment, Broadband.

In November 2002, we acquired from Arris International, Inc. (Arris) certain transmission product
lines, including analog optics, nodes and radio frequency (RF) electronics products used in broadband cable
networks. In January 2002, we acquired BarcoNet NV (BarcoNet), a Belgium based leading provider of
multimedia distribution solutions for broadband network and broadcast applications, as well as terrestrial,
telecom, satellite and wireless applications, particularly in Europe.

Our Internet website address is www.scientificatlanta.com, and we will make available free of
charge, on or through our investor relations website, our annual report on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a)
or 15(d) of the Exchange Act as soon as reasonably practicable after we electronically file such material with, or
furnish it to, the Securities and Exchange Commission (SEC). We have also posted to our website the Scientific-
Atlanta Code of Conduct, which applies to Scientific-Atlanta’s directors and employees, including our chief
executive officer, chief financial officer and controller. We will disclose any amendment to, or waiver from, a
provision of our Code of Conduct that applies to a director or an executive officer, including the chief executive
officer, chief financial officer or controller by posting such information on the Internet website described above.
Additionally, we have posted to our website our Board Corporate Governance Guidelines and the charters of our
Audit Committee, Governance and Nomination Committee and Human Resources and Compensation
Committee. We will provide these charters, the Board Corporate Governance Guidelines and the Code of
Conduct in print free of charge to a shareholder who requests such printed version in writing addressed to Office
of General Counsel, Scientific-Atlanta, Inc., 5030 Sugarloaf Parkway, Lawrenceville, GA 30044. In accordance
with Section 303A.12(a) of the New York Stock Exchange (NYSE) Listed Company Manual, we submitted to
the NYSE on December 2, 2004 our CEO’s annual certification that he was not aware of any violation by the
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Company of NYSE corporate governance listing standards. Additionally, filed with this Form 10-K in Exhibits
31.1 and 31.2 are our CEO’s and CFO’s certifications regarding the quality of our public disclosure under
Section 302 of the Sarbanes-Oxley Act of 2002.

Products and Services

In the following discussion of our primary products and services, we indicate the percentage of our
sales represented by each product or service only when sales of that product were greater than or equal to 10
percent of our total sales in any of the last three years.

We sell products and services that enable our customers to provide entertainment, information, and
communications services to consumers and, to a lesser extent, to businesses.

These offerings fall into three broad categories: customer premises equipment, which generally
resides in consumers’ homes but which also may reside in the facilities of commercial end-users; network
infrastructure products, which generally are deployed at broadcasters’, programmers’, or network-delivered
service providers’ facilities or in the outside plant providing the connection to the customer premises; and a
variety of service offerings designed to assist our customers with the design, deployment, integration, testing, or
operation of these networks.

Customer Premises Equipment

Our digital set-tops are customer premises equipment that provide video entertainment services to
consumers. We market and sell our digital set-top product under the brand name Explorer®, This product enables
subscribers to access a variety of interactive digital television services developed by us and third parties. Sales of
our Explorer digital set-tops constituted approximately 63 percent, 62 percent and 56 percent of our total sales in
fiscal years 2005, 2004 and 2003, respectively.

We ship a variety of Explorer digital set-top models in order to meet the various entertainment needs
of consumers. The various models include:

® Standard-definition (SD) basic digital set-tops: These devices allow consumers who subscribe to
television service from their local cable muitiple system operator (MSO) to access encrypted digital
video and audio content and make use of a variety of interactive applications. These applications include
interactive program guides (IPGs), video-on-demand (VOD) services, pay-per-view offerings, games
and music. We introduced these models during fiscal year 1999,

® DOCSIS (Data Over Cable System Interface Specification) Set-top Gateway (DSG) digital set-tops: In
addition to the functionality of a basic digital set-top, these devices incorporate DOCSIS-based
signaling capabilities. We introduced these models during fiscal year 2003.

® High-Definition (HD) digital set-tops: These devices enable subscribers to access the enhanced picture
quality and sound of high-definition content, in addition to the functionality of a basic digital set-top.
We introduced these models during fiscal year 2002.

® Digital Video Recorder (DVR) set-tops: In addition to the functionality of a basic digital set-top, these
devices have two video tuners and enable subscribers to pause, stop, rewind, fast forward, record and
replay live analog and digital television content using a built-in hard drive. We introduced these models
during fiscal year 2003.

® HD-DVR set-tops: These devices combine the functionality of the HD set-top and the DVR set-top in a
single device. We introduced these models during fiscal year 2004.

& Multi-Room™ DVR set-tops: These devices allow consumers to access their recorded content on as
many as three additional television sets within their home, using existing in-home wiring and existing
non-DVR Explorer interactive digital set-tops. We introduced these models during the fiscal year 2004.
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In addition, we have announced new set-top models with advanced features that are not yet generally
available for sale.

® Media Center DVR set-tops: These devices combine all of the features of the current DVR platform,
including multi-tuner DVR, optional high definition DVR, DSG and Multi-Room DVR capability, with
a new built-in DVD player and burner. The addition of DVD burning functionality for standard and high
definition content will provide consumers the ability to simply and securely record content onto
writeable DVDs. Media Center DVRs will support the majority of writeable DVD formats and will also
play off-the-shelf DVDs and CDs. In addition, the product is being designed to respect key content
protection flags including ‘copy freely,” ‘copy once,” and ‘copy never’ tags. We announced this product
during fiscal year 2005.

]

¢ Digital-only set-tops: This line of set-tops will enable all of the set-top features described previously;
however, they are designed for use in digital simulcast and/or all-digital systems. These devices will
enable consumers to receive all content in a digital format, including content which had previously been
broadcast in an analog format. We announced these products during fiscal year 2005.

|

¢ During fiscal year 2005, we announced a new set-top product, to be introduced in Europe, which builds
upon our DVR set-top family by incorporating a DOCSIS tuner and a third video tuner, to allow
consumers to record three separate programs simultaneously or record two programs while watching a
— third. This set-top will decode High-Definition Television (HDTV) signals.

® We also announced a new line of Internet Protocol Television (IPTV) based set-tops, designed to deliver
- high-quality video services over Digital Subscriber Line (DSL) networks. This new suite of IPTV
set-tops, currently under development, will support advanced video services over IP (Internet Protocol)

based networks and will include SD, HD, SD/HD DVR, and three-stream gateway products.

Our modem products are customer premises equipment that provide information and
. communications services to consumers. We market and sell our high-speed data and voice modem products

under the brand name WebSTAR™. Our WebSTAR products are designed to enable subscribers to access high-
speed information, communications and entertainment services over HFC (hybrid fiber coax) networks. The
various modem products include:

@ High-speed data modems: These devices make use of the DOCSIS standard to enable consumers’ access
to entertainment, communications and information via the Internet. We introduced high-speed data
modem models during fiscal year 2001.

_ ® Voice modems: These devices enable operators to offer advanced telephone services and high-speed
data service from one device. Using the voice modem, subscribers are able to communicate via
telephone using voice over internet protocol (VoIP). We introduced voice modems during fiscal year
2004.

@ Home Gateway modems: These devices combine a high-speed data modem, router and wireless access
point with four Ethernet ports in one device. This modem has been designed for the smail office or
home office and will support a number of commercial features for the small business market. We
introduced home gateway modems during fiscal year 2004,

We market and sell products that allow network operators to offer video, data and voice
communications services to commercial customers (as distinct from consumers) under the brand names Prisma
IP™ and BroadLAN™. The BroadLAN product is designed to provide such services over an HFC network, and
Prisma™ media converters and Prisma IP E100 series products are designed to provide such services over an
all-fiber network.




Network Infrastructure Products

Our network infrastructure products may be divided into three categories: digital media technology
products, Explorer headend systems, and transport and access products. These products can be implemented in
networks over which our customers can provide any combination of entertainment, information, and
communications services.

¢ Digital Media Technology Products: These products span a wide range of signal processing and headend
capabilities including reception, encoding or transcoding, transrating, multiplexing, ad insertion,
switching and modulation. Deployment of these capabilities can help service provider and broadcast
customers to more efficiently deliver entertainment, information and communications services over their
existing access networks — whether they are fiber, twisted pair, or coax.

® We market and sell our digital encoder, content distribution and integrated receiver/decoder
products. During fiscal year 2005, we introduced new products in this area that incorporate
algorithm advancements in standard definition and high-definition MPEG-2 encoding, AVC
(Advanced Video Codec) advanced compression SD and HD encoding and software for the control
and access of the encoding systems. High-definition AVC products are under development and are
expected to be available in fiscal year 2006. These products are sold primarily to television
programmers, public and private broadcasters and broadband telecommunications system operators,
and provide the capability to transmit video content over a satellite link from a central location to
large numbers of geographically distant headends and hubs.

® We market and sell a wide variety of products that manage and process analog and digital television
signals at service providers’ headends and other facilities distributed in their networks. Included
among these products are analog television modulator and demodulator products, digital
modulators, encoders and decoders that we market and sell under the brand name Continuum®.

® During fiscal year 2005, we announced a new Digital Content Manager (DCM) product. The DCM
is a high-density MPEG video multiplexer that utilizes next generation processing technologies to
deliver a 20x increase in processing speed in both video transrating and program insertion
capabilities, while improving overall video picture quality. It is designed to enable operators to more
efficiently utilize applications such as digital simulcast, digital program insertion, switched-digital
broadcast and VOD. We expect this product to be available in fiscal year 2006.

® Additionally, we market and sell software products designed to assist operators in managing and
controlling their networks under the brand name ROSA™. The ROSA Network Management
System monitors the various devices in the service provider’s network, provides automatic
notification of problems that arise, and performs backup functions that prevent the overall disruption
of content delivery.

® Explorer Headend Systems: Related to our North American Explorer digital set-top products, we market
and sell integrated computer systems and software that manage video services for large networks, often
comprising hundreds of thousands of consumers. These products typically are installed at the operators’
headends or distribution hub facilities.

¢ Transport and Access Products: Our transport and access products distribute signals to consumers’
homes and, to a lesser extent, to businesses.

® We market and sell analog and digital optoelectronics products under the brand name Prisma. These
products may reside in a network operator’s headend, in other facilities such as distribution hubs,
and in optical nodes. These products enable operators to transmit various types of content, including
entertainment, information and communications, over an optical network and provide a reverse path
for the end user customer to communicate back through the network to a variety of services.

® We market and sell products that convert network signals from an optical format to an electronic
format and products that amplify electronic signals carried over coaxial cable under the brand name
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GainMaker®, During fiscal year 2005, we began shipments of a 1GHz bandwidth capability for the
GainMaker RF amplifier and optical node platform.

¢ In addition to these products, we market and sell a variety of small network components known in
the industry as taps and passives.

Services

We have consolidated most of our service functions into a single professional services organization,
SciCare™ Broadband Services. SciCare Broadband Services provides integration, instaliation, management and
consulting services that can improve the efficiency of a broadband network and help optimize services offered by
the network operator. Some of these services are performed on a project basis, and others are in the form of
ongoing service agreements, under which we may provide a variety of operational or support services, typicaily
for a term of one year or more.

We also offer software and systems integration and other consulting services that are not limited to
Scientific-Atlanta products and can help a variety of customers implement entertainment, information and
communications services on converged networks. These services are a significant component of our agreement to
provide video infrastructure to SBC Communications, Inc. (SBC), which was signed in fiscal year 2005.

Customers

Our customers are primarily providers of broadband network-delivered services. Among these, our
largest customers are the cable MSOs although we also serve telephone companies (telcos), worldwide television
programmers and broadcasters, municipal utilities, distributors and other broadband service providers.

In the United States, a small number of large companies own a large portion of the muitichannei
video systems and, as shown in the table below, make up a large percentage of our sales. Customers that
accounted for 10 percent or more of our total sales in fiscal years 2005, 2004 or 2003 were as follows:

2005 2004 2003

Time WarnerInc. . ........... e e el 21% 19% 21%
Cablevision Systems ... ...t e 13% 15% 19%
Comcast COTPoration . ... ...ttt 8% 11% 11%
All OTher CUSIOMITS . ..ottt i e e e e et e e e _5_§% _SE% _42%
Ot L e 1_(1(_)% 1_09% Q(_)%

The fiscal year 2003 percentage for Time Warner has been adjusted to reflect the deconsolidation by
Time Warner of a partnership in a cable television operator.

Sales to customers outside the United States constituted 23 percent, 20 percent and 22 percent of our
total sales for fiscal years 2005, 2004 and 2003, respectively. Sales are attributed to geographic areas based upon
the location to which the product is shipped. Sales in any single country did not exceed 10 percent of total sales
in fiscal years 2005, 2004 or 2003, except for the United States. See Note 7 of the Notes to Consolidated
Financial Statements included in this Form 10-K.

During fiscal year 2005, two of our largest cable MSO customers, Time Warner and Comcast,
announced plans to acquire the assets of a-third customer, Adelphia Communications Corporation (Adelphia).
Since 2002, Adelphia has operated under bankruptcy protection and has not represented as significant a portion
of revenues as it did in prior years.

We market and sell products and services to telephone companies seeking to deliver video content to

their customers. During fiscal year 2005, SBC selected Scientific-Atlanta to provide products and services related
3
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to their switched digital, IP-based video initiative, “Project Lightspeed.” The emergence of advanced digital
video offerings by worldwide telephone companies creates a significant additional market opportunity for our
products and services.

We market and sell our products to worldwide television programmers and broadcasters. In recent
years, many of these customers have begun to offer their content in a HD format. The requirements of this format
create a demand for new encoding products, which we offer. The growth of HD content offerings creates an
expansion in the market opportunity for our products and services.

Marketing and Sales

We market and sell our products and services primarily through our own sales personnel who work
out of offices worldwide, although we also use independent sales representatives, independent distributors and
independent system integrators, particularly in geographic areas where we do not have a concentration of large
customers or where local custom dictates. In addition, our management is actively involved in marketing and
sales activities.

We do not make use of an extensive distribution channel due to the nature of our industry. The
markets we serve consist of a relatively small number of large customers who directly service consumers.
Additionally, the technologies we enable are complex, consisting of large broadband distribution networks,
integrated software and numerous connected devices. The pace of technology change is rapid and requires a
comprehensive understanding of the nature of the services offered to consumers as well as the equipment,
systems, and software required to deliver these services. Accordingly, maintaining direct relationships with these
large customers is important.

Backlog

Our backlog consists of unfilled customer orders believed to be firm and long-term contracts that
have not been completed. Scientific-Atlanta’s backlog as of July 1, 2005 and July 2, 2004 was $465,609,000 and
$497,229,000, respectively. We believe that approximately 90 percent of the backlog existing at July 1, 2005 will
be shipped within the succeeding fiscal year. At July 1, 2005, backlog contained orders for approximately
1.1 million Explorer digital set-tops.

In general, our policy is to place in our backlog firm orders for product scheduled for shipment
within six months from the end of the reported quarter. On occasion, our customers may request that we delay
shipment of an order previously entered into backlog. The quality of orders not shipped within the six month
bookings policy is assessed to determine if the order should remain in backlog. If the quality of the order has not
been impaired and the order is scheduled to ship within the next twelve months, the order remains in backlog.

During the fourth quarter of fiscal year 2005, we, due to the age of the backlog for this order,
de-booked $53,475,000 of backlog related to a customer in Japan. We are working with this Japanese customer
on a plan to meet its product requirements.

The amount contained in backlog for any contract or order may not be the total amount of the
contract or order. The amount of our backlog at any time may not reflect expected revenues for any future fiscal
period because we may receive additional orders in the same period we ship the ordered product, or our
customers may request that we delay shipment of an order previously entered into backlog.

Product Research and Development and Intellectual Property
We conduct an active research and development program in support of four objectives:

® to develop new products and systems,




to add significant new features to existing products and systems,
to reduce the cost of our current products, and

to provide ongoing support of our existing products.

Our development strategy is to identify features, products and systems which are, or are expected to be,

needed by a number of customers with substantial customer bases in large markets and to allocate a greater
share of our research and development resources to features, products and systems with the highest potential
for future benefits to Scientific-Atlanta.

Our research and development efforts have been concentrated in the following areas:

International set-top products—We are developing a three-tuner DVR product for Telewest, a
network operator in the UK. In addition, we continue to develop set-top products for the cable
markets in Europe and Japan. ‘

IP Solutions—We are developing a line of IPTV based set-tops, designed to assist operators using
switched digital techniques to deliver high quality video services. This new suite of IPTV set-tops
will support advanced video services over IP-based networks and will include SD, HD, SD/HD
DVR, and three-stream gateway products.

Encoding—We have developed new products in this area that incorporate algorithm advancements
in SD and HD MPEG-2 encoding, AVC advanced compression SD and HD encoding and software
for the control and access of the encoding systems.

Next Generation Network Architecture (NGNA)—We are making significant investments in
NGNA, and we are actively working with cable MSCs and CableLabs to define the specifications
for NGNA products. This initiative has many components, but broadly includes elements such as
OCAP (OpenCable Application Platform), a Java based middleware solution for navigation and
applications; DSG, a new signaling and content distribution solution which uses an internal DOCSIS
cable modem in the set-top;, DCAS (Downloadable Conditional Access System), a new
downloadable conditional access solution which provides renewable security and more flexibility in
security options for operators; and eventually AVC, which will provide more bandwidth-efficient
delivery of broadcast and on-demand HD content.

Storage and Portability—We have incorporated DVD Read/Write capabilities into a DVR set-top,
enabling consumers to record their stored content on DVDs, which can then be stored separately
from the DVR and viewed using other devices (e.g. PCs, portable DVD players, etc.).

Home Networking—We have developed solutions which enable consumers to access content stored
on a hard drive in an Explorer DVR set-top via other Explorer digital set-tops in the home.
Additionally, we have demonstrated the concept of using Explorer digital set-tops to access a variety
of content (e.g., MP3 audio, digital photos and home movies) stored on personal computers, as well
as the concept of using one Explorer DVR set-top to access content stored on the hard drive of
another Explorer DVR set-top in the home.

Bandwidth enhancement and efficiency—We are working on the development of a number of
solutions to assist system operators in better managing the increased capacity requirements of their
advanced broadband networks. These solutions include:

¢ Switched digital broadcast—Switched digital broadcast is a set of capabilities that are designed
to enable cable operators to offer far more niche programming choices over their existing
networks and, at the same time, free up access network bandwidth for other applications. We, in
partnership with certain MSO customers, are developing an end-to-end system solution for
switched digital broadcast, which incorporates all hardware and system software including
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Quadrature Amplitude Modulation (QAM) modulators, DCMs, system control software, and a
software application that enables delivery of switched video on all Scientific-Atlanta digital
set-top boxes.

® 1 GHz Platform—In some areas, system operators have little to no bandwidth available to offer
additional services to consumers. We have developed 1 GHz capabilities in our GainMaker RF
Amplifier and Optical Node platform using GaAsFET technology using existing 7S0MHz and
870 MHz spacing, which reduces system operators’ installation costs, and we are incorporating
1GHz technology in our QAM modulators, Prisma II™ and Laser Links analog optics and
access products.

® Digital Simulcast—We are developing a complete portfolio of encoders, multiplexers and
decoders for digital simulcast, as well as our DCM. These products will enable system operators
to simultaneously broadcast traditional analog content in a digital format, which would enable
them to convert their services to an all-digital platform. While this would increase bandwidth
requirements in the near-term, the transition to a complete all-digital system would result in
significant bandwidth savings.

In fiscal years 2005, 2004 and 2003, our research and: development expenses were $163,543,000,
$149,233,000 and $146,596,000, respectively.

We generally rely upon patent, copyright, trademark and trade secret laws to establish and maintain
our proprietary rights in our technology products and systems. However, there can be no assurance that any of
our proprietary rights will not be challenged, invalidated or circumvented, or that any such rights will provide
significant competitive advantage. Third parties have claimed, and may claim, that we have infringed their
current, or future, intellectual property rights. There can be no assurance that we will prevail in any intellectual
property infringement litigation given the complex technical issues and inherent uncertainties in litigation. Even
if we prevail in litigation, the expense of litigation could be significant.

Manufacturing

We have significant manufacturing operations that range from automated assembly lines for volume
production to complete assembly of a particular product by one individual or small group of individuals. Because
many of our products contain precision electronic components requiring close tolerances, we maintain rigorous
and exacting test and inspection procedures designed to prevent production errors, and we frequently review our
overall production techniques to enhance productivity and reliability.

Our key manufacturing facilities are located in Juarez, Mexico and Kortrijk, Belgium. Currently
more than 95 percent of our in-house manufacturing is performed in our Juarez facility. At full operation, the
Juarez factory has the capability to run three shifts during the week and additional weekend shifts, if needed.
During fiscal year 2005, we ran a third shift and weekend shifts on certain products to satisfy product demand
and to meet production schedules. Due to our concentration of manufacturing in Juarez, we have considered
appropriate business continuity and disaster recovery plans. However, we are unable to predict the impact on our
results of operations, which may be materially adverse, of any type of disaster at this facility.

Long-lived assets include property, plant and equipment, cost in excess of net assets acquired,
investments other than marketable securities, and intellectual property. Our long-lived assets in the United States,
Mexico, and Belgium were as follows:

2005 2004 2003

United States ... ... e 49% 43% 44%
MeEXICO ..o e 11% 11% 12%
Belgium ... ... 2% 40% 39%




Materials and Supplies

Except for certain Application Specific Integrated Circuits (ASICs), the materials and supplies we
purchase generally are standard electronic components, such as integrated circuits, wire, circuit boards, transistors,
capacitors and resistors, all of which are produced by a number of manufacturers. We also purchase aluminum die
castings, steel enclosures and other semi-fabricated items, which are produced by a variety of sources.

We consider our sources of supply to be adequate. However, from time to time, we could experience
shortages of certain electronic components from our suppliers, and these shortages might have a material effect
on our operations. Certain of the components contained in our products are custom components, such as silicon
semiconductor products and lasers that can be supplied only by a sole vendor that may concentrate the
manufacture of such component in only one location. A reduction, delay or interruption in supply or a significant
change in price of one or more of these components could adversely affect our business, operating results and
financial condition.

Suppliers that are significant to our business include vendors who provide us with parts that are
critical to delivery of our principal products and vendors who provide us with material amounts of supplies.
Significant suppliers include the following:

® STMicroelectronics, Intel Corporation, Advanced Micro Devices, Analog Devices, Inc., Broadcom
Corporation and Texas Instruments Inc. are our primary suppliers of a variety of semiconductor
products (including ASICs), which are used as components in an array of products, including set-tops;

@ Microtune is our primary supplier of silicon tuners for our subscriber products;
® Anadigics, Inc. is a provider of CATV integrated circuits for use in our RF distribution products;

@ Infineon Technologies North America Corporation is the sole provider of the QPSK receiver device for
certain of our Explorer models;

® JDS Uniphase and Emcore Corporation are our primary suppliers of optical transmitters;

® Microcast, Inc. and Shanghai Skyrock Industry are our primary suppliers of die-castings for our RF
distribution products;

® Philips Semiconductors B.V. and Freescale Semiconductor, Inc. are our primary providers of cable
television hybrids for use in-our RF distribution products and subscriber products;

® Askey Corporation and ASUSTek Computer, Inc. are our suppliers of cable modem products;
® Maxtor Corporation and Western Digital Corporation are our providers of hard drives;

® Matsushita Electronics Components Corporation of America and its affiliates are our primary suppliers
of “canned” tuners and RF modulators for subscriber products; and

® (Cablevision Electronics Co., Ltd. and Zinwell Corporation are our primary suppliers of taps, and we
also are part of a joint venture in Shanghai, China that provides us with taps. During the first quarter of
fiscal year 2006, we acquired all of the interests of the other partners in the Shanghai joint venture.

Employees

As of July 1, 2003, we employed approximately 7,652 regular full-time and part-time employees and
approximately 208 additional temporary workers employed through employment agencies. We believe our
employee relations are satisfactory.

Competition

As we have expanded our served market to include new elements of worldwide entertainment,
information and communications markets, we are faced with increased competition within those markets.
Accordingly, our products compete with those of a substantial number of companies worldwide.
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Our digital set-tops, data and voice modems, digital headends, and related software products compete
with products from a number of companies. These include:

¢ (Companies that develop and sell substitute products that are distributed by direct broadcast satellite
(DBS) and telephone companies through a variety of channels, including retail channels. These
products may be subsidized by DBS or telephone companies, and they may be sold together with
services that are not available from our customers. Although these products are not directly
competitive with respect to sales of our products to our customers, these substitute products are
competitive with our customers’ video services and products, and affect the end-user consumer
demand for our products.

® Companies that develop and sell products entirely of their own design and companies that license
technology from us. It is possible that some of these directly competitive products could be sold
through retail channels, and thus we may be subject to competition from a variety of companies with
retail brands that are more familiar to consumers than ours. These competitors may include
companies in the personal computer and consumer electronics industries.

Our data and voice modem products compete with products from a large number of companies.
Additionally, because our cable MSO customers face competition from system operators offering data services
via Digital Subscriber Lines (DSL) and voice services via traditional twisted-pair copper telephony, companies
manufacturing those products indirectly compete with our products.

Our products that are used by operators to process and transmit entertainment, information, and
communications over their networks compete with products from a number of companies. These products
increasingly conform to standards widely adopted in the information technology and telecommunications
industries and, as a result, new competitors may enter the markets for these products.

Other companies may have developed an alternative method of providing conditional access on cable
networks that proposes to encrypt only a portion of digital video stream. If this alternative conditional access
method proves to be technologically and commercially feasible, it may be adopted by our customers.
Additionally, one of our customers has secured the right to directly license conditional access technology to other
companies that may offer products which compete with ours.

In addition, certain regulatory issues may affect the competitive environment. These issues include:

® The Federal Communications Commission (FCC) has mandated that digital tuners be incorporated
into all television sets greater than 13 inches and all television receiving equipment such as VCRs
and DVD players by July 1, 2007. Digital tuners were mandated for 50 percent of a manufacturer’s
televisions greater than 36 inches starting July 1, 2004, and 100 percent of televisions greater than
36 inches starting July 1, 2005. Fifty percent of a manufacturer’s televisions between 24 and 35
inches must include digital tuners starting July 1, 2005, with 100 percent including such tuners
effective March 1, 2006. Thus, televisions manufacturers are already integrating into their products
some of the technology that also is available in our set-top products, and will be integrating such
technology into most of their products by July 1, 2007.

® On October 9, 2003, the FCC released rules for digital “plug and play” cable compatibility. The new
rules generally follow, with some modification, the technical, labeling and encoding rules originally
set forth in a December 19, 2002 Memorandum of Understanding (MOU) between various cable
television and consumer electronics companies. The MOU contained both voluntary and inter-
industry agreements and a package of regulatory proposals. The rules permit consumer electronics
companies to manufacture television sets or other consumer electronics products with “plug and
play” functionality for one-way digital cable services, including typical cable programming as well
as premium services. Consumers with such television sets will need to obtain a security card also
known as a CableCARD to be inserted in the television set in order to receive such cable services. In
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accordance with the FCC rules, we made available CableCARDs compatible with our Explorer
set-top products and our PowerKey® encryption and conditional access system before July 1, 2004.

@ Related to the FCC “plug and play” rules, companies in a variety of businesses, including cable
television, direct broadcast satellite, television and movie production, consumer electronics, retail,
software products, and communications technology products, have held a series of meetings with
the objective of establishing a standard for a two-way CableCARD. Such a device would enable
consumers with compatible television sets or other consumer electronics products to receive
services requiring two-way communications, such as video-on-demand, subscription
video-on-demand, and free on-demand services without a set-top. Consumers with such television
sets would need to obtain a two-way CableCARD to be inserted in the television set or other
consumer electronics equipment in order to receive such cable services. At this time, the FCC has
not established a completion date for this effort, though it has mandated that various cable
companies file reports with the FCC commencing August 1, 2005 and every ninety days thereafter,
detailihng CableCARD deployment and support thereof. The FCC further mandated that the National
Cable Telecommunications Association (NCTA) and the Consumer Electronics Association (CEA)
file reports commencing August 1, 2005 and every sixty days thereafter on the progress of
agreement on two-way plug and play and a software-based conditional access agreement.

® Ag it relates to the navigation device market, the FCC extended the date for the phase-out of
integrated set-top boxes until July 1, 2007. This phase-out requires cable operators to separate the
security and non-security functions in the devices they provide on a leased or sale basis. However,
the FCC has also required the cable operators to report to the FCC, no later than December 1, 2005
regarding the feasibility of a downloadable security solution. In addition, the NCTA and CEA are
required to file joint status reports and hold joint status meetings with the Commission on or before
August 1, 2005 and every 60 days thereafter on progress in bi-directional talks and a software-based
conditional access agreement. The FCC has determined that to the extent a downloadable security or
similar software-oriented solution provides for common reliance on an identical security technology
and conditional access interface, it would not require the physical separation of the security element.
Thus, consumer electronics manufacturers may produce products that would enable consumers to
receive video services via this downloadable security.

In each of these current and future competitive scenarios, some of our competitors have significantly
greater resources, financial and otherwise, than we do. We believe that our ability to compete in the industry has
resulted from our marketing strategies, engineering skills, product features, product performance, ability to
provide post-purchase services, ability to provide quality products at competitive prices, and broad coverage of
the market by our sales personnel and the alternate channels of distribution we utilize.

Item 2. Properties

We own and lease office, manufacturing and warehouse facilities in the United States and in other
countries. Our principal locations are described below:

® At our Sugarloaf facility in Lawrenceville, Georgia, we own approximately 582,000 square feet of
office space that houses our corporate headquarters, research and development facilities, and sales
and marketing facilities.

® At our factory in Juarez, Mexico, we own approximately 339,000 square feet of space where more
than 95 percent of our in-house manufacturing is being performed.

@ In El Paso, Texas, we lease approximately 151,000 square feet of warehouse space where our North
American logistics center is housed. '

e In Kortrijk, Belgium, we own approximately 153,000 square feet of space that houses additional
research and development, sales and marketing, administrative and manufacturing facilities.
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® In Kortrijk, Belgium, we also lease approximately 35,000 square feet of warehouse space where our
European logistics center is housed.

Given our significant international operations, our future sales and results of operations could be
adversely affected by a variety of political and economic factors in various geographic regions, including foreign
currency fluctuations, changes in a specific country’s or region’s political conditions, or changes or continued
weakness in economic conditions, trade protection measures, import or export licensing requirements, the
overlap of different tax structures and unexpected changes in regulatory requirements.

Item 3.  Legal Proceedings

From time to time, we are involved in litigation and legal proceedings incident to the ordinary course
of our business, such as personal injury claims, employment matters, environmental proceedings, contractual
disputes, securities litigation and intellectual property disputes. Included in the litigation or proceedings we
currently have pending are the following:

Adelphia and Charter Matters

Adelphia Communications Corporation (Adelphia) is one of Scientific-Atlanta’s customers. Adelphia
and several members of its former management are the subjects of civil and/or criminal charges brought by the
SEC and the U.S. Department of Justice (DOJ); two of Adelphia’s former senior executives were found guilty of
criminal charges. One aspect of the charges concerns Adelphia’s marketing support agreement with Scientific-
Atlanta in 2000 and 2001 and the manner in which Adelphia accounted for such arrangements. Adelphia has
agreed to a settlement with the SEC and the DOJ.

The SEC and DOJ have also brought charges against former officers of Charter Communications,
Inc. (Charter), another of Scientific-Atlanta’s major customers. One aspect of the charges concerns an advertising
agreement between Scientific-Atlanta and Charter in 2000 and the manner in which Charter accounted for such
arrangements. Four former Charter officers pled guilty to certain charges; one of whom has pled guilty to charges
related to the advertising agreement. In July 2004, Charter settled all civil charges brought by the SEC.

The SEC and the DOJ have been examining the conduct of Scientific-Atlanta and certain officers and
employees with respect to the Adelphia and Charter agreements. The SEC and the DOJ have subpoenaed records
of Scientific-Atlanta, and have interviewed Scientific-Atlanta personnel. The SEC also has taken testimony from
certain company officers and employees.

As previously disclosed, Scientific-Atlanta has reached a tentative settlement with representatives of
the staff of the SEC’s Enforcement Division in connection with its investigation, which is subject to further
approval by the SEC. Based on discussions with the staff of the SEC, a $20 million reserve was recorded in the
fourth quarter of fiscal year 2005. Scientific-Atlanta continues to cooperate with the DOJ with respect to its
investigation. There can be no assurance as to the final outcome of these investigations and their effects on
Scientific-Atlanta. )

We are a co-defendant in four individual actions and one putative class action, which are pending in
the U.S. District Court for the Southern District of New York for coordination with the multi-district proceedings
(03 MD 1529 (LLM)). These suits relate to, among other issues, the marketing support agreement between
Adelphia and Scientific-Atlanta. The suits allege that Scientific-Atlanta should be liable to investors in
Adelphia’s securities based on the marketing support agreement and Adelphia’s accounting treatment for that
arrangement. These actions do not allege any impropriety as to our financial statements or statements made to
our investors. The damages sought in these actions are in an unspecified amount. The following describes these
five Adelphia actions:

¢ In the individual suit brought by W.R. Huff Asset Management Co., LLC., we were added as a
co-defendant in January 2004. The Huff suit purports to be on behalf of and as an investment advisor
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and attorney-in-fact for certain unnamed purchasers of debt securities issued by Adelphia and
Arahova Communications Inc. The complaint names certain of Adelphia’s underwriters, banks,
auditors, law firms, and vendors. Scientific-Atlanta is alleged to have violated Section 10(b) of the
Securities Exchange Act of 1934. Scientific-Atlanta filed a motion to dismiss the Huff suit on
March 8, 2004.

© We were also added as a co-defendant in December 2003 in an individual action brought by Joseph
and Evelyn Stocke who purportedly are purchasers of Adelphia common stock. The complaint
names certain of Adelphia’s former officers and directors, underwriters, banks, auditors, and
vendors. Scientific-Atlanta is alleged to have violated Section 10(b) of the Exchange Act and/or
“aided and abetted” the common law fraud of Adelphia and its former management. Scientific-
Atlanta filed a motion to dismiss the Stocke suit on April 12, 2004.

© In July 2004, a putative class action was filed by Argent Classic Convertible Arbitrage Fund L.P., et
al. purportedly on behalf of investors in securities of Adelphia. The suit names Scientific-Atlanta
and two of its officers, and alleges that Scientific-Atlanta violated Section 10(b) of the Exchange
Act and that the officers violated Section 20(a) of the Exchange Act. Scientific-Atlanta filed a
motion to dismiss the Argent suit on October 12, 2004.

® In September 2004, a fourth suit was filed by the Los Angeles County Employees Retirement
Association (“LACERA”) and several other Adelphia investors alleging that Scientific-Atlanta and
two of its officers aided and abetted and conspired with Adelphia and its former management to
commit common law fraud. On June 14, 2005, the court denied the plaintiff’s motion to remand the
case to Los Angeles County Superior Court.

® On October 25, 2004, a fifth suit was filed by AIG DKR Soundshore Holdings, Ltd. (“Soundshore
Holdings”) and several other Adelphia investors alleging that Scientific-Atlanta and two of its
officers committed common law fraud as to investors in Adelphia securities and conspired with
Adelphia and its former management to defraud Adelphia investors. On June 14, 2005, the court
denied the plaintiff’s motion to remand the suit to Fulton County, Georgia Superior Court.

We became a co-defendant on June 17, 2003 in a purported securities class action pending against
Charter and certain of Charter’s present/former officers and directors in the U.S. District Court of the Eastern
District of Missouri. Plaintiffs in these cases seek to represent a putative class of investors in Charter stock from
November 8, 1999 to July 17, 2002, and allege various securities law violations by Charter and its management.
The consolidated complaint further alleges that certain commercial transactions between Charter and Scientific-
Atlanta relating to Charter’s purchase of digital set-top boxes and a marketing support arrangement resulted in
violations of the federal securities laws as to investors in Charter’s securities. The consolidated complaint does
not allege any impropriety as to our financial statements or statements made to our investors. Plaintiffs are
seeking to recover damages in an unspecified amount. On October 12, 2004, the court granted Scientific-
Atlanta’s motion to dismiss. The court denied the plaintiffs’ motion for reconsideration on December 20, 2004.
Plaintiffs have filed an appeal with the Eighth Circuit Court of Appeals. On June 30, 2005, the court approved a
settlement agreement between plaintiffs and several defendants, including Charter. The settlem